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SECURITIES  AND  EXCHANGE 
COMMISSION 

[Release  No.  12954;  November  3,  19761 

APPLICATION  OF  NATIONAL  SECURITIES 

CLEARING  CORPORATION  FOR  REGIS¬ 
TRATION  AS  A  CLEARING  AGENCY 

Notice  of  Extension  of  Time  for  Conclusion 

of  Proceedings,  Pronosed  Conditions  for 

Approval;  and  Request  for  Comments 

The  Securities  and  Exchange  CommLs- 
sion  today  announced  that  it  is  consid¬ 
ering  approving,  subject  to  four  proposed 
conditions,  the  application  of  National 
Securities  Clearing  Corp>oration 
(“NSC”)  for  registration  as  a  clearing 
agency;  it  is  requesting  public  comment 
on  the  proposed  conditions  by  Novem¬ 
ber  19,  1976;  and,  in  order  to  obtain  and 
review  comment  on  the  proposed  condi¬ 
tions,  it  is  extending  to  November  29, 
1976,  the  time  for  concluding  proceed¬ 
ings  in  connection  with  the  application. 

Introduction  and  Background 

On  March  29, 1976,  NSCC  filed  with  the 
Commission  an  application  for  registra¬ 
tion  as  a  clearing  agency  w'hich  contem¬ 
plated,  among  other  things,  the  perform¬ 
ance  by  NSCC  of  the  clearing  and  set¬ 
tlement  operations  currently  performed 
by  the  American  Stock  Exchange  Clear¬ 
ing  Corporation  (“ASECC”),  the  Na¬ 
tional  Clearing  Corporation  (“NCC”) 
and  Stock  Clearing  Corporation 
(“SCC”).  On  May  28,  1976,  the  Commis¬ 
sion  instituted  proceedings  pursuant  to 
subsection  17A(b)  and  subparagraph  19 
(a)(1)(B)  of  the  Act  to  determine 
whether  to  grant  or  deny  the  application; 
as  part  of  the  proceedings,  the  Commis¬ 
sion  held  oral  hearings  on  June  16-18, 
1976.* 

The  Commission  currently  is  consider¬ 
ing  approving  the  NSCC  application,  sub¬ 
ject  to  the  following  conditions  to  be 
satisfied  by  NSCC  before  it  may  begin 
operating,  as  a  single  integrated  system, 
the  clearing  and  settlement  systems  cur¬ 
rently  operated  by  ASECC,  NCC  and 
SCC: 

( i)  That  NSCC  establish  full  interfaces 
with  each  of  the  Midwest  Clearing  Cor- 
EJoration  (“MCX:”) ;  Pacific  Clearing  Cor¬ 
poration  (“PCC”) ;  and  Stock  Clearing 
Corporation  of  Philadelphia  (“SCCP”) 
and  appropriate  links  with  Boston  Stock 
Exchange  Clearing  Corporation  (“BSE 
CC”)  and  TAD  Depository  (Corporation 
(“TADDC”)  and  offer  to  operate  each 
interface  and  link  under  agreements 
w^hich  would  provide  That  the  parties  to 
the  interface  or  link  would  not  charge 
each  other  for  interface  movements  or 
charge  their  participants  either  an  inter¬ 
face  fee  or  any  fee  w'hich  would  operate 
as  an  interface  fee; 

(ii)  That  NSCC  provide,  at  cost, 
efficient  facilities,  and  cooperate  with 
broker-dealers  and  other  registered 
clearing  agencies  in  the  development 
of  alternative  means,  through  which 
broker-dealers  which  do  not  maintain 
ofiBces  in  New  York  City  may,  either 


*  Securities  Exchange  Act  Release  No.  12489 
(May  28,  1976),  41  FR  23255  (June  9.  1976). 


directly  or  through  an  agent,  compare 
transactions  (XHnpared  by  NSCX?; 

(iii)  That  the  existing  NCC  branch 
facilities  be  operated  by  NSCC  and  pro¬ 
vide,  at  a  minimum,  the  same  level  of 
service  proposed  to  be  provided  through 
the  facilities  to  NSCC  participants  to 
participants  in  any  other  registered 
clearing  agency  which  agrees  to  use  any 
of  the  facilities  and  to  defray  a  portion 
of  any  such  facility’s  operating  costs 
equal  to  the  clearing  corporation’s  pro¬ 
portionate  use  of  the  facility;  and 

(iv)  That  NSCC  furnish  free  of  charge 
computer  programs  for  the  performance 
of  trade  comparison  for  over-the- 
counter  (“OTC”)  transactions  to  any 
registered  clearing  agency  which  intends 
to  use  the  programs  to  compare  OTC 
transactions  between  its  participants 
and  that  NSCC  make  arrangements  for 
any  other  registered  clearing  agency 
which  is  willing  to  do  so  to  compare  all 
OTC  transactions  between  participants 
in  different  registered  clearing  agencies, 
free  of  charge  to  registered  clearing 
agencies,  or,  if  no  other  registered  clear¬ 
ing  agency  is  willing  to  do  so,  NSCC  com¬ 
pare  all  such  transactions  free  of  charge 
to  registered  clearing  agencies. 

In  the  view  of  the  Commission,  estab¬ 
lishment  of  a  national  system  for  the 
clearance  and  settlement  of  transactions 
in  securities  contemplated  by  the  Act  re¬ 
quires  that  broker-dealers  located  in 
New  York  City  and  elsewhere  throughout 
the  counti*y  have  access,  at  a  reasonable 
cost,  to  entities  which  are  able  to  offer 
one  account  comparison,  clearing  and 
settlement.  The  Commission  believes 
that  approval  of  NSCC’s  application  sub¬ 
ject  to  the  foregoing  conditions  would  be 
a  significant  step  toward  the  achieve¬ 
ment  of  this  objective  at  an  early  date. 

Establishment  of  NSCC  subject  to  the 
conditions  listed  above  should  lead  to  the 
achievement  of  significant  processing  ef¬ 
ficiencies,  such  as  one  account  compari¬ 
son,  clearing  and  settlement,  and  should 
enhance  existing  and  potential  competi¬ 
tion  among  broker-dealers  and  regis¬ 
tered  clearing  agencies.  By  placing  the 
efficiencies  NSCX!  promises  within  the 
reach  of  a  large  segment  of  the  broker- 
dealer  universe,  NSCXJ’s  operation 
should  remedy  many  of  the  processing 
ills  which  in  the  past  have  disadvantaged 
broker-dealers  located  outside  New  York 
City.  Also,  by  facilitating  the  comparison 
of  trades  at  NSCC  by  broker-dealers  lo¬ 
cated  outside  New  York  City  and  by 
making  possible  the  transmission,  with¬ 
out  an  interface  charge,  of  trades  com¬ 
pared  by  NSCC  to  other  registered 
clearing  corporations,  the  foregoing  con¬ 
ditions  sever  NStXJ’s  clearing  and  settle¬ 
ment  operation  from  the  markets  for 
which  NSCC  performs  comparison  and 
establish  an  environment  in  which  com¬ 
petition  among  registered  clearing  cor¬ 
porations  can  occur. 

The  Securities  Acts  Amendments  of 
1975  (the  “1975  Amendments’’)* 

As  expanded  by  the  1975  Amendments, 
one  of  the  purposes  of  the  Securities 
Exchange  Act  of  1934  (the  “Act”)  Is 


» Pub.  L.  No.  94-29. 


"*  *  *  to  remove  impediments  to  and 
perfect  the  mechanisms  of  •  *  *  a 
national  system  for  the  clearance  and 
settlement  of  securities  transactions  and 
the  safeguardhig  of  securities  and  funds 
related  thereto  *  •  ®  The  1975  Amend¬ 

ments  added  Section  17A  to  the  Act 
which  provides  the  Commission  with 
broad  regulatory  authority  over  enti¬ 
ties — clearing  agencies  and  transfer 
agents — engaged  in  the  clearance  and 
settlement  of  securities  transactions  and 
gives  the  Commission  general  directions 
for  the  exercise  of  this  authority. 

Paragraph  17A(a)(l)  of  the  Act  sets 
forth  the  Congressional  finding  that: 

*  *  *  [Tlhe  prompt  and  accurate 

clearance  and  settlement  of  securities 
transactions  *  *  *  [is]  necessary  for 
the  protection  of  investors  and  persons 
facilitating  transactions  by  and  acting 
on  behalf  of  investorsC,]  »  »  *  [ilneffi- 
cient  procedures  for  clearance  and  set¬ 
tlement  impose  unnecessary  cost  on  in- 
vestorsC,]  *  •  *  [and]  [n]ew  data 

processing  and  commimications  techni¬ 
ques  create  the  opportunity  for  more  effi¬ 
cient,  effective,  and  safe  procedures  for 
clearance  and  settlement. 

Paragraph  17A(a)  (2)  of  the  Act  di¬ 
rects  the  Commission  to  “*  *  *  use  its 
authority  •  *  •  to  facilitate  the  estab¬ 
lishment  of  a  national  system  for  the 
prompt  and  accurate  clearance  and  set¬ 
tlement  of  transactions  in  securities 
•  •  *  and,  in  carrying  out  its  re¬ 
sponsibilities,  to  have 

*  *  *  due  regard  for  the  public  inter¬ 
est,  the  protection  of  investors,  the  safe¬ 
guarding  of  securities  and  funds,  and 
maintenance  of  fair  competition  among 
brokers  and  dealers,  clearing  agencies, 
and  transfer  agents.  •  •  * 

Proceedings  in  Connection  With  the 
Application 

On  March  29,  1976,  NSCC  applied  for 
registration  under  paragraph  (c)(1)  of 
Rule  17Ab2-l,*  thereby  requesting  that 
registration  be  granted  while  the  regis¬ 
trant  is  exempted,  temporarily,  from 
having  to  satisfy  one  or  more  of  the  re¬ 
quirements  as  to  which  the  Commission 
is  directed  to  make  a  determination  pur¬ 
suant  to  Subparagraphs  (A)  through 
(I).  The  Commission  published  notice 
of  the  filing  and  gave  interested  persons 
an  opportunity  to  submit  w'ritten  data, 
views  and  arguments  concerning  NSCC’s 
application 

Because  the  Commission  believed  that 
approval  of  the  NSCC  application  and 


*  The  Act,  Section  2.  15  U.S.C.  78b. 

*  Pursuant  to  section  17A  of  the  Act,  on 
November  3,  1975,  the  Commission  adopted 
Rule  17Ab2-l  under  the  Act  and  related 
Form  CA-1  for  the  registration  of  clearing 
agencies.  Securities  Exchange  Act  Release  No. 
11787  (November  3,  1975),  40  FR  52356  (No¬ 
vember  10,  1975),  Paragraph  (c)(1)  of  Rule 
17Ab2-l  provides  that.  If  requested  by  an 
applicant  for  registration  as  a  clearing 
agency,  the  Commission  may  register  the 
applicant  fOT  eighteen  months  without  mak¬ 
ing  all  the  determinations  called  for  by  sub- 
paragraphs  (A)  through  (I)  of  paragraph 
17A(b)  (3)  of  the  Act  (“Subparagraphs  (A) 
through  (I)”). 

s  Securities  Exchange  Act  Release  No.  12274 
(March  29,  1976) ,  41  FR  14455  (April  5,  1976) . 
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the  proposed  combination  would  be  likely 
to  have  a  determinative  impact  on  the 
development  of  a  National  System,  the 
Commission  decided  to  conduct  a  broad¬ 
er  inquiry  with  respect  to  NSCC’s  appli¬ 
cation  than  it  had  conducted  in  the  past 
with  respect  to  applications  for  registra¬ 
tion  filed  imder  paragraph  (c)  (1)  of 
Rule  17Ab2-l  by  other  clearing  agencies.* 
In  particular,  in  addition  to  making  the 
determinations  made  with  respect  to 
other  clearing  agencies  registered  pursu¬ 
ant  to  paragraph  (c)  (1)  of  Rule  17Ab2- 
1,  the  Commission  concluded  it  was  nec¬ 
essary  to  determine  whether  approval  of 
NSCC’s  application  would  be  consistent 
with  the  crt)jectives  contained  in  para¬ 
graphs  17A(a)  (1)  and  (2)  of  the  Act. 
Accordingly,  on  May  28,  1976,  the  Com¬ 
mission  announced  the  institution  of 
proceedings.  Including  oral  hearings, 
pursuant  to  subsections  17A(a)  and  (b) 
and  subparagraph  19(a)(1)(B)  of  the 
Act  and  Rule  17Ab2-l  thereunder,  to  de¬ 
termine  whether  to  grant  ot  deny  NSCC's 
application.’ 

The  Application 

NSCC’s  application  comprises  25 
documents  filed  on  12  different  occasions 
between  March  29,  1976,  and  September 
27,  1976,  and  Is  supplemented  by  infor¬ 
mation  contained  in  related  correspond¬ 
ence  and  developed  during  the  course  of 


•The  Commission  has  registered  fourteen 
clearing  agencies,  including  ASECC,  SCC  and 
NCC,  in  accordance  with  paragraph  (c)(1) 
of  Rule  17Ab2-l,  upon  the  Commission’s 
finding;  that  the  applicant  was  so  organized 
and  had  the  capacity  to  safeguard  securi¬ 
ties  and  funds  in  Its  custody  or  control  or 
for  which  it  was  responsible;  that  the  appli¬ 
cant’s  rules  did  not  impose  any  schedule  of 
prices,  or  fix  rates  or  other  fees,  for  services 
rendered  by  participants;  and  that  the  ap¬ 
plicant’s  rules  assured  the  safeguarding  of 
securities  or  funds  which  were  in  the  custody 
or  control  of  the  applicant  or  for  which  it 
was  responsible. 

’’  Secmlties  Exchange  Act  Release  No.  12489 
supra.  In  the  Release,  the  Commission  stated 
that  dining  the  proceedings  it  would  be  con¬ 
sidering  and  seeking  comment  from  inter¬ 
ested  persons  on  a  number  of  issues  includ¬ 
ing,  among  other  things: 

’The  effect  of  the  proposed  combination  on 
competition  among  broker-dealers,  clearing 
agencies,  transfer  agents  and  securities  mar¬ 
kets; 

The  effect  of  the  proposed  combination  on 
the  development  of  a  National  System; 

The  safety  and  other  potential  benefits  ex¬ 
pected  to  result  from  the  proposed  combi¬ 
nation; 

The  use  of  a  participant-dominated  board 
as  an  effective  control  against  inefficiency, 
lack  of  innovation,  and  uncontrolled  cost 
escalation; 

The  appropriate  procedures  for  selecting 
the  members  of  a  participant-dominated 
board;  and 

The  appropriateneess  of  the  $.12  per  side 
transaction  fee  with  NSCC  proposes  to  pay 
to  the  American  Stock  Exchange,  Inc.,  (the 
“Amex”),  the  National  Association  of  Se¬ 
curities  Dealers,  Inc.  (the  “NSAD”),  and  the 
New  York  Stock  Exchange,  Inc.,  (the 
“NYSE”)  to  compensate  Uien  for  perform¬ 
ing  certain  self-regulatory  services.  Including 
conducting  of  examinations  of  the  financial 
condition  of  NSCC  participants. 


the  oral  hearings.*  The  following  is  a 
summary  of  the  application  and  NSCC’s 
proposed  course  of  action. 

NSCC  would  acquire  the  clearing 
agency  operations  of  ASECC,  NCC  and 
SCC  in  accordance  with  an  agreement 
under  which  ASECC  and  SCC  would 
each  transfer  $300,000  in  cash  to  NSCC 
in  exchange  for  10,000  shares  of  the  com¬ 
mon  stock  of  NSCC  and  NCC  would 
transfer  to  NSCC  assets  valued  at 
$900,000  in  exchange  for  10,000  shares  of 
the  common  stock  of  NSCC  and  a 
$600,000  promissory  note  of  NSCC.  The 
30,000  shares  of  NSCC  common  stock  to 
be  issued  to  ASECC,  NCC  and  SCC 
would  constitute  all  of  NSCC’s  outstand¬ 
ing  common  stock  and  would  be  subject 
to  restrictions  on  transfer  designed, 
among  other  things,  to  preserve  NSCC’s 
status  as  a  “clearing  corporation’’  under 
the  applicable  Uniform  Commercial 
Code  provision.®  In  addition,  the  rights 
and  obligations  between  each  of  the  com¬ 
bining  clearing  agencies  and  its  partici¬ 
pants  would  be  assigned  to  and  assumed 
by  NSCC.  The  clearing  funds  of  the 
combining  entities  would  be  transferred 
to  NSCC,  and  NSCC  would  assume  cer¬ 
tain  other  liabilities  of  the  combining 
entities. 

User  control.  NSCC  plans  to  operate 
under  the  governance  of  a  16-member 
Board  of  Directors,  12  members  of  which 
would  be,  and  would  be  intended  to  rep¬ 
resent,  NSCC  participants  (“partici¬ 
pant  directors”) .  Each  of  ASECC,  NCC 
and  SCC  would  have  one  representative 
on  the  Board  (“shareholder  directors”). 
The  sixteenth  member  would  be  the 
president  of  NSCC  (the  “management 
director”) . 

Selection  of  nominees  for  vacant  par¬ 
ticipant  directors’  seats  would  be  made 
by  a  nominating  committee  of  the  board 
elected  annually  for  the  purpose  of 
nominating  director  and  nominating 
committee  candidates  for  the  following 
year’s  election.  The  shareholder  direc¬ 
tor’s  seat  would  be  filled  with  the  nomi¬ 
nee  of  the  shareholder  whose  nominee’s 
seat  had  become  vacant,  and  the  re¬ 
maining  four  participant  directors’  seats 
would  be  filled  by  participant  represent¬ 
atives  selected  by  the  nominating  com¬ 
mittee.  The  nominating  committee’s 
seats  would  be  filled  by  nominees  chosen 
by  the  outgoing  nominating  committee. 
Annually  after  the  first  year  of  NSCC’s 
operation,  one  shareholder  director’s 
seat,  four  participant  directors’  seats 
and  the  six  nominating  committee  seats 
would  be  open  for  election. 

Sixty  days  prior  to  the  election,  the 
nominating  committee’s  slate  of  candi¬ 
dates  for  the  participant  directors’  seats 
and  the  following  year’s  nominating 
committee  would  be  circulated  to  NSCC’s 


*’rhe  documents  filed,  related  correspond¬ 
ence,  memoranda  of  meetings  and  tran¬ 
scripts  of  the  oral  hearings  are  contained  in 
Public  File  No.  600-16  and  are  available  for 
copying  and  Inspection  at  the  Commission’s 
Public  Reference  Room,  1100  L  Street,  Wash¬ 
ington,  D.C. 

•N.Y.  Uniform  Commercial  Code,  Section 
»-102(3)  (McKinney  Supp.  1972). 


membership  which,  pursuant  to  a  peti¬ 
tion  filed  by  the  lesser  of  five  percent 
of  NSCC’s  participants  or  15  partici¬ 
pants,  could  propose  alternative  nomi¬ 
nees.  If  any  alternative  nominees  were 
proposed,  a  vote  would  be  held  in  which 
the  participants,  voting  cumulatively 
under  a  voting  formula  based  on  usage 
of  NSCC,  would  select  the  nominees  to 
be  elected  to  the  NSCC  board  and  the 
nominating  committee.  NSCC’s  share¬ 
holders  would  vote  for  the  slates  selected 
by  the  nominating  committee,  if  no 
opposing  nominees  were  proposed,  or  for 
the  nominees  who  received  a  majority 
of  the  participants’  votes,  if  opposing 
candidates  were  proposed  and  an  elec¬ 
tion  were  held. 

After  the  second  year  at  NSCC’s  opera¬ 
tion,*®  no  director  would  be  permitted  to 
serve  consecutive  terms  or,  while  a  di¬ 
rector,  to  serve  on  the  nominating  com¬ 
mittee  or  to  serve  on  the  nominating 
committee  constituted  for  the  year  fol¬ 
lowing  the  expiration  of  the  director’s 
term  of  office.  No  member  of  a  nomi¬ 
nating  committee  would  be  included  in 
the  slate  of  director  nominees  selected 
by  that  nominating  committee  and  no 
member  of  a  nominating  committee 
could  serve  consecutive  terms. 

Neither  shareholder  directors  nor  the 
management  director  would  be  permitted 
to  be  a  member  of  either  the  NSCC 
board’s  audit  committee  or  the  NSCC’s 
operations  committee,  which,  among 
other  things,  would  review  the  perfcwm- 
ance  of  the  Securities  Industry  Automa¬ 
tion  CorporatiMi  (“SIAC”)  as  NSCC’s 
facilities  manager.  Lastly,  the  Amex,  the 
NASD  and  the  NYSE  wo^d  have  a  veto 
over  NSCC’s  adoption  of  new  rules,  other 
than  those  which  NSCXJ  would  be  re¬ 
quired  to  adopt  pursuant  to  the  Act.  The 
veto  could  be  exercised  only  if  the  pro¬ 
posed  NSCC  rule  would  affect  the  ability 
of  the  party  exercising  the  veto  to  meet 
any  statutory  responsibilities  it  might 
have  for  the  settlement  of  securities’ 
contracts. 

Facilities  management.  Commencing 
with  the  transfer  to  NSCC  of  the  clear¬ 
ing  agency  operations  of  ASECC,  NCC 
and  SCC,  NSCC  would  operate  the  busi¬ 
ness  of  each  transferor  clearing  agency 
as  a  separate  NSCC  Division,  i.e.  the 
ASECC  Division,  the  NCX7  Division  and 
the  SCC  Division.  Each  division  would 
operate  under  substantially  the  same 
rules,  procedures  and  agreements  used 
by  the  division’s  predecessor  clearing 
agency.  Pursuant  to  a  facilities  manage¬ 
ment  agreement  between  NSCC  and 
SIAC  (the  “Management  Agreement”), 


“  ’There  are  differences  in  the  way  the 
nomination  and  election  process  would  work 
during  the  first  two  years  and  the  way  it 
would  work  thereafter.  For  the  first  year, 
NSOC’s  board  would  be  selected  by  its  share¬ 
holders.  At  the  expiration  of  the  first  year, 
that  board  would  select  a  nominating  com¬ 
mittee  of  participants  to  choose  a  slate  Of 
nominees  to  fill  the  participant  director  seats 
then  becoming  vacant.  In  that  election  and 
in  the  subsequent  election,  directors  whose 
seats  were  becoming  vacant  would  be  per¬ 
mitted  to  stand  for  re-election  for  a  full 
three-year  term. 
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all  NSCC  securities  processing  functions, 
including  those  performed  currently  for 
ASECC-SCX;  by  SIAC  and  those  per¬ 
formed  currently  for  NCC  by  Brad¬ 
ford  National  Clearing  Corporation 
National  Clearing  Corporation 
l“BNCC”) ,  would  be  performed  by  SIAC. 

Under  the  Management  Agreement, 
SIAC  would  be  obligated  to  charge  NSCC 
no  more  than  SIAC’s  costs  for  providing 
the  services  covered  by  the  Manage¬ 
ment  Agreement.  NSCC  would  have  the 
right  to  monitor  all  phases  of  SIAC’s 
NSCC  operation  in  order  to  insure  that 
the  operation  was  adequate  and  in  com¬ 
pliance  with  statutory  criteria.  Further¬ 
more.  NSCC  would  have  the  right  either 
itself  or  through  its  agents,  including  its 
independent  public  accountants,  to  re¬ 
view  SIAC’s  operation  to  evaluate  the 
accuracy  and  appropriateness  of  the  cost 
allocations  made  by  SIAC  in  determin¬ 
ing  its  cost  of  performing  processing  for 
NSCC. 

The  Management  Agreement  would 
have  a  term  of  five  years,  at  the  expira¬ 
tion  of  which  NSCC  would  have  no  fur¬ 
ther  obligations  to  SIAC  and  SIAC  would 
be  obligated  to  facilitate  the  transfer  of 
the  NSCC  operations  to  any  processor 
selected  by  NSCC.  Beginning  with  the 
third  year  of  the  Management  Agree¬ 
ment,  NSCC  wovdd  have  the  right  to 
terminate  the  agreement  upon  six 
months’  written  notice  and  NSCC’s 
agreement  to  pay  SIAC  a  monthly  fee 
of  $225,000  from  the  termination  date  to 
the  end  of  the  Management  Agreement’s 
term.  The  amount  of  NSCC’s  monthly 
payment  could  be  reduced  by  $100,000  in 
the  event  NSCC  were  to  agree  to  assume 
responsibility  for  SIAC’s  lease  of  space 
used  for  the  NSCC  operation  and  by  an 
additional  $25,000  in  the  event  NSCC 
were  to  agree  to  assume  SIAC’s  severence 
obligations  to  employees  utilized  in  the 
performance’of  the  NSCC  operations.  In 
addition,  NSCC  would  have  the  right  to 
terminate  the  Management  Agreement 
if  it  were  breached  by  SIAC. 

Payments  to  the  Amex,  NASD  and 
NYSE  for  self -regulatory  functions.  The 
shareholders’  agreement  among  the 
Amex,  NASD,  NYSE,  ASECC,  NCC,  SCC 
and  NSCC  contained  in  NSCC’s  applica¬ 
tion,  provides  that  for  a  period  of  five 
years  from  the  date  of  the  agreement’s 
execution  the  Amex,  NASD,  NYSE  would 
furnish  certain  regulatory  services  to 
NSCC  for  which  NSCC  would  reimburse 
the  self -regulators. 

The  services  to  be  furnished  would 
consist  of  conducting  periodic  examina¬ 
tions  of  the  books,  records  and  opera¬ 
tions  of  NSCC  participants;  monitoring 
the  financial  and  operating  condition  of 
NSCC  participants;  investigating  the  fi¬ 
nancial  and  operating  condition  of  enti¬ 
ties  which  apply  for  participation  in 
NSCC;  and  apprising  NSCC  of  any 
unusual  market  conditions  which  affect 
securities  cleared  by  NSCC.  Each  of 
the  self-regulators  would  perform  the 
services  for  those  NSCC  participants 
for  which  the  self-regulator  had  been 
designated  as  responsible  for  conducting 
examinations  for  compliance  with  the 
applicable  financial  responsibility  rules 


as  well  as  for  such  entities  as  NSCC 
might  direct  for  which  none  of 
the  three  self-regulators  had  been  des¬ 
ignated.  To  reimburse  the  self-regulators, 
NSCC  would  pay  $.12  for  each  buy  and 
sell  side  of  trades  in  equity  securities, 
or  warrants  to  purchase  equity  securities, 
executed  on  or  in  the  market  of  the  rel¬ 
evant  self-regulator  and  compared 
through  NSCC.  The  $.12  fee  would  not 
apply  to  trades  cleared  through  NSCC 
and  executed  on  markets  or  by  means 
other  than  on  the  Amex  or  NYSE  or 
through  the  NASDAQ  system.  The  total 
payments  to  be  received  by  the  self-regu¬ 
lators  in  any  one  year  would  be  limited 
to  $550,000  for  the  Amex,  $1,000,000  for 
the  NASD  and  $3,000,000  for  the  NYSE.” 

The  shareholders’  agreement  provides 
that  after  two  years  the  self-regulators 
and  NSCC  shall  •  review  the  pro¬ 
visions  of  [the  contract]  as  to  the  [slerv- 
ices  and  the  payments  therefor  in  order 
to  determine  whether  such  provisions 
should  be  amended  or  modified 
The  provision  does  not  permit  NSCC  to 
require  renegotiation  of  the  level  of  pay¬ 
ment  or  the  level  of  services  at  any  time 
during  the  agreement’s  five  year  term. 

Implementation.  Operation  imder  the 
divisional  structure,  which  NSCC  has 
estimated  would  last  approximately  120 
days,  is  referred  to  as  “Phase  I’’  of  the 
merger.  During  Phase  I,  SIAC  would  de¬ 
velop  a  plan  to  convert  the  ASECC-SCC 
and  NCC  systems  into  a  single  system 
combining  desirable  aspects  of  both  ex¬ 
isting  systems.  Operating  rules  and  pro¬ 
cedures  for  the  combined  system  would 
be  developed  by  NSCC  and  submitted  to 
the  Commission  for  review  and  approvjd 
before  they  could  be  implemented.  Dur¬ 
ing  the  Commission’s  review,  NSCC,  as 
NCC’s  assignee  luider  the  NCC-BNCC 
facilities  management  agreement,  would 
exercise  NCC’s  termination  rights  vmder 
the  agreement  smd  direct  SIAC  to  per¬ 
form  both  the  ASECC-SCC  processing 
fimctions  it  performs  currently  and  the 
NCC  processing  fimctions  performed 
currently  by  BNCC.  Following  Commis¬ 
sion  approval  of  the  combined  system’s 
rules  and  procedures,  SIAC  would  begin 
to  implement  the  combined  system, 
thereby  initiating  Phase  II  of  the  merger 
plan. 

Services  to  be  provided.  During  Phase 
I,  NSCC  plans  to  offer  all  services  now 
offered  by  either  ASECC-SCC  or  NCC. 
During  Phase  n,  duplicative  services  are 
to  be  combined  in  ways  which  would  in¬ 
sure  that  no  participant  in  either  organ¬ 
ization  would  experience  a  reduction  In 
the  kinds  and  levels  of  service  currently 
available.  NSCC’s  services  would  be  avail¬ 
able,  either  directly  or  indirectly,  to  all 
current  participants  of  ASECC-SCC  and 
NCC  and  access  to  NSCC’s  Services 
would  be  available  to  all  qualified 
entities.  NSCC’s  application  ktates  that 
fees  to  participants  are  to  be  set  by 
_  % 

“The  ceiling  on  payments  to  be  received 
by  a  self -regulator  would  be  subject  to  the 
proviso  that  any  amounts  in  excess  of  Its  cell¬ 
ing  for  a  given  year  would  be  paid  to  the 
8elf-reg;ulator  to  the  extent  that,  in  prior 
years,  the  fees  received  were  less  than  the 
celling. 


NSCC’s  Board  of  Directors  on  a  “cost 
basis.’’  NSC  would  attempt  to  build  up 
a  cushion  of  retained  earnings  but,  in 
general,  would  not  attempt  to  earn  prof¬ 
its  and  would  not  pay  dividends  on  its 
shares. 

N SCO's  relationship  to  securities  de¬ 
positories.  Because  NSCC’s  application 
envisions  NSCC’s  use  of  the  current 
ASECC-SCC  system,  securities  settle¬ 
ment  for  all  NSCC  continuous  net  settle¬ 
ment  transactions  would  have  to  be  made 
in  The  Depository  Trust  Company 
(“DTC’’)  and  all  NSCC  participants 
w'ould  be  required  to  be  participants  in 
DTC.“  In  order  to  provide  DTC  partici¬ 
pation  for  those  participants  in  NCC  who 
are  not  currently  DTC  participants  and 
who  do  not  believe  their  clearing  volume 
warrants  DTC  participation.  NSCC 
would  provide  sponsored  accounts  in 
DTC.”  Money  settlement  in  the  combined 
system  would  take  place  in  NSCC.  In 
anticipation  of  the  ASECC-SCC  and 
NCC  combination,  DTC  has  initiated  a 
program  for  expanding  the  list  of  securi¬ 
ties  eligible  for  deposit  to  include  all  is¬ 
sues  currently  eligible  for  deposit  in 
NCC’s  system.  NSCC  does  not  plan  to  ini¬ 
tiate  Phase  II  until  the  DTC  expansion  is 
complete. 

The  TAD  Depository  Corporation 
(“TADDC’’),  a  securities  depository 
which  ultimately  intends  to  serve  as  the 
bridge  for  the  implementation  of  the 
transfer  agent  depository  (“TAD”)  con¬ 
cept,*®  currently  has  an  interface  with 
NCC  under  which  NCC  participants 
make  or  receive  deliveries  in  settlement 
of  NCC  obligations  through  TADDC. 
NSCC  intends  to  work  out  an  arrange¬ 
ment  with  TADDC  under  W'hich  NSCC 
users  would  be  permitted  to  receive  from 
or  deliver  to  NSCC  securities  on  deposit 
with  TADDC.  NSCCTs  application  does 
not  describe  the  details  of  the  proposed 
arrangement. 

Trade  comparison.  NSCC  stated  it 
would  continue  to  perform  comparison 


“NSCX;  has  indicated  that  its  fees  would 
not  discriminate  among  participants  on  the 
basis  of  their  geographic  location. 

“  All  current  clearing  members  of  ASECC- 
SCC  are  participants  in  E>TC. 

“Sponsored  accounts  in  DTC  would  be 
guaranteed  by  NSCC  and  would  make  it  less 
expensive  for  participants  in  NSCC  to  use 
DTC  at  low  clearing  volumes.  NSCC’s  fees  for 
the  sponsored  account  would  be  designed  to 
encourage  direct  participation  in  DTC  by 
any  sponsored  participant  whose  volume  in¬ 
creases  to  a  point  at  which  direct  participa¬ 
tion  becomes  economically  Justifiable. 

“In  its  ultimate  form,  the  TAD  concept 
would  replace  the  stock  certificate  with  com¬ 
puterized  stockholders’  lists,  maintained  by 
TADs,  which  would  serve  both  as  the  issuers’ 
stock  records  and  as  stock  ownership  rec¬ 
ords.  The  lists  would  be  updated  continu¬ 
ously.  Communications  between  TADs  and 
customers,  broker-dealers,  banks,  and  others 
would  be  effected  through  Instruction  rout¬ 
ing  entitles  located  in  various  financial  cen¬ 
ters  throughout  the  United  States.  The 
instructions  would  direct  the  TADs  (i)  to 
effect  book  entry  transfers  and  pledges  be¬ 
tween  participants  by  debiting  and  credit¬ 
ing  the  TAD’S  records  and  (11),  if  necessary, 
to  issue  and  deliver  physic^  certificates. 
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for  Amex  and  NY8E  transactions  and 
would  perform  part  of  the  OTC  com¬ 
parison  function  currently  performed 
by  NCC.  NSCC  intends  to  perform  a  sin¬ 
gle  comparison  for  both  Amex  and  NYSE 
transactions  and  for  OTC  transactions 
between  NSCC  participants.  OTC  trans¬ 
actions  between  pcurticipants  in  other 
clearing  corporations  would  be  c(xn- 
pared  by  the  other  clearing  corporattons 
or  by  a  clearing  corporation  retained  by 
them  to  perform  the  OTC  comparisons. 
OTC  transactions  between  participants 
in  two  different  clearing  corporations 
would  be  compared  by  a  clearing  corpo¬ 
ration  other  than  NSCC. 

Prom  the  beginning  of  Phase  n  opera¬ 
tions.  NSCC  plans  to  enable  NSCC  par¬ 
ticipants  located  In  New  York  City  to 
submit  Amex,  NYSE  and  OTC  trans¬ 
actions  to  NSCC  for  comparison,  m  the 
plan  described  in  NSCC’s  application, 
NSCC  participants  located  outside  New 
York  City,  and  relating  to  NSCC  through 
the  former  NCC  regional  network,  would 
be  able  to  submit  OTC  transactions  to 
NSCC  for  comparison  through  the  net¬ 
work  from  the  beginning  of  Phase  n  but 
would  not  be  able  to  submit  Amex  and 
NYSE  transactions  through  the  net¬ 
work  until  some  later  time.  This  aspect 
of  NSCC’s  plan  would  be  affected  by  the 
_  proposed  conditions  to  approval  of 
NSCC’s  application. 

Participant  qualifications.  Qualifica¬ 
tions  standards  for  participation  in 
NSCC  would  be  based  solely  on  financial 
and  operating  ability,  and,  subject  to 
those  standards,  any  entity  would  be  able 
to  participate  in  NSCC, 

Dbvslopment  of  a  National  System 

Since  the  1967-68  paperwoik  crisis,  the 
Commission,  the  self-r^^atory  entitles, 
Uie  industry  and  others  have  expended 
considerable  effort  In  analyzing  the 
shortcomings  of  existing  clearing,  settle¬ 
ment  and  depository  systems  and  In  de¬ 
veloping  modifications  designed  to  elimi¬ 
nate  the  shortcomings.  These  efforts 
have  led  to  the  evolution  of  a  general 
consensus  on  the  need  for  a  national 
system  for  the  clearance  and  settlement 
of  transactions  in  securities  (the  "Na¬ 
tional  System”)  and  on  the  minimum 
acceptable  capabilities  which  it  should 
have.  The  National  System  should  be 
available  to  all  qualified  participants  on 
a  nondi5crimlnat(»7  basis  and  should 
make  available  the  benefits  of  one  ac¬ 
count  processing.’* 

Although  it  is  not  possible  to  predict 
all  the  benefits  which  could  be  expected 
to  fiow  from  the  establishment  of  a  Na¬ 
tional  System,  they  are  likely  to  include; 
(1)  a  reduction  in  the  costs  to  partlcl- 


M“One  account  processing”  Is  the  ability 
of  a  broker-dealer  to  compare,  clear  and  set¬ 
tle  through  one  entity  all  the  broker-dealer’s 
transactions  In  securities  eligible  for  com¬ 
parison,  clearing  and  settlement  In  the  Na¬ 
tional  System.  Even  though  a  broker-dealer 
would  be  able  to  achieve  one  account  proc¬ 
essing  through  any  one  of  the  clearing  cor¬ 
poration  components  of  the  National  Sjnstem, 
a  broker-dealer  would  be  able  to  use  more 
than  <nie  clearing  corporation  If  the  broker- 
decder  chose  to  do  ea 


pants  of  relating  to  present  clearing,  set¬ 
tlement  and  depository  systems;  **  (ii) 
reductions  in  the  average  delivery  time 
for  the  settlement  of  securities  transac¬ 
tions  and  in  carrying  costs  associated 
with  settlement  activity;  (ill)  simplified 
and  efficient  recordkeeping;  (Iv)  an  en¬ 
hanced  ability  of  self-regulatory  organi¬ 
zations  to  monitor  the  clearing  positions 
of  participants  who  are  becoming  over¬ 
extended;  ^  (v)  increased  Insulation  of 
participants  (and  their  customers)  from 
the  effects  of  a  participant’s  Insolvency  ;*• 
and  (vi)  a  reduction  in  the  number  of 
lost  or  stolen  certificates.^ 

While  closely  related  to  the  clearing 
and  settlement  fimction,  marketplace 
precedures  for  trade  comparison  and 
transfer  agent  operations  involve  consid¬ 
erations  unique  to  these  functions.  Trade 
comparison  procedures  vary  from  mar¬ 
ketplace  to  marketplace  depending  on 
floor  procedures,  the  kind  of  securities 
traded  and  trading  volume,  among  other 
things,  and  are  likely  to  be  revised  in  the 
future  as  a  near  result  of  technological 
advances  and  changes  in  the  structure  of 
the  securities  markets.  Transfer  agent 
operations  vary  greatly  in  degree  of 
automation,  volume,  location,  processing 
time  and  the  availability  of  ancillary 
services,  and  the  traditional  role  of  the 
transfer  agent  is  changing  as  a  result  of 
technological  innovation.  Accordingly, 
the  National  System  must  be  compatible 
with  a  wide  range  of  marketplace  com¬ 
parison  procedures  and  transfer  agent 
operations. 

The  following  appear  to  be  the  mini¬ 
mum  acceptable  capabilities  of  a  Na¬ 
tional  System. 

Tbe  abinty  of  the  National  System  to  proc¬ 
ess  Becurities  transactions  by  means.  Include 


”  Reductions  In  the  costs  of  relating  to 
present  systems  would  result  primarily  from 
such  advantages  of  one  account  settlement 
as  (i)  the  abUlty  of  participants’  back-office 
personnel  to  be  famUlar  with  a  single  set  of 
procedures  and  to  rise  a  single  set  of  forms  in 
processing  securities  transactions,  (11)  the 
abUlty  of  participants  to  make  one  dally 
money  settlement  (rather  than  multiple  and 
possibly  offsetting  money  settlements)  and 
(111)  reductions  In  tbe  facilities  and  per¬ 
sonnel  In  participants’  back-offices  associated 
with  the  delivery,  receipt  and  handling  of 
certificates. 

”  Because  currently  a  participant  may  have 
clearing  positions  settling  In  more  than  one 
system.  Individual  clearing  organizations 
may  not  become  aware  of  more  than  a  normal 
exposure  even  though  the  participant’s  com¬ 
bined  exposure  In  all  systems  is  abnormally 
high. 

»  By  Interposing  itself  between  the  parties 
to  a  transaction  as  a  guarantor,  the  modern 
clearing  corporation  Is  usually  In  a  position 
to  avoid  (through  book  entry  reversal  pro¬ 
cedures)  or  spread  among  the  total  clearing 
membership  (through  recotuve  to  a  clearing 
fund)  the  effect  of  a  participant’s  insolvency. 

*The  Department  of  Justice  has  recom¬ 
mended  the  retention  of  securities  In  deposi¬ 
tories  as  a  means  of  reducing  securities 
thefts.  "Suggestions  by  the  Department 
Justice  for  Safe  Handling  of  Marketable  Se¬ 
curities  by  Financial  Institutions,  Including 
Hints  for  Detecting  Counterfeit,  Forged, 
Worthless  and  Spurious  Securities”,  Depart- 
partment  of  Justice  announcement  (De¬ 
cember  23, 1974)  at  p.  1. 


Ing  bO(A  entry  movement,  suitable  to  the 
character  of  the  Issues  processed. 

A  National  System  should  permit  the 
settlement  by  book  entry  movement  of 
all  securities  transactions  in  issues  for 
which  book  entry  treatment  proves  to  be 
more  economical  than  alternative  forms 
of  processing.  A  possible  measure  of  the 
universe  of  issues  for  the  book  entry  por¬ 
tion  of  the  National  System  would  be  the 
number  of  issues  which  have  been  In¬ 
cluded  in  the  book  entry  operations  of 
existing  securities  depositories.®  To  date, 
the  number  of  issues  is  approximately 
10,330. 

The  National  System  shoifid  also  be 
able  to  process,  other  than  by  bo<A  entry. 
Issues  (i)  whose  certificate  float  is  Insuf¬ 
ficient,  or  whose  transfer  agent  arrange¬ 
ments  are  not  adequate,  to  permit  in¬ 
clusion  in  a  book  entry  environment,  or 
(ii)  which  are  ineligible  for  inclusion  in 
a  book  entry  environment  due  to  legal  re¬ 
quirements  of  the  jurisdiction  in  which 
the  issuer  is  cu-ganlzed.  Existing  envelope 
delivery  and  slmflar  settlement  systems 
presumably  could  be  adapted  to  provide 
the  requisite  non-book  settlement  eap- 
ability  for  issues  which  ffdl  into  these 
categories. 

Issues  whose  shareholders  are  concen¬ 
trated  in  a  small  geographic  area  or 
which  have  a  small  number  of  slwe- 
holders  might  not  require  inclusion  in 
the  National  System.  Presumably  such 
issues  would  continue  to  be  cleared  and 
settled  outside  the  NationaT  System 
through  the  informal  arrangements 
which  exist  today. 

Accessibility  of  the  National  System,  either 
directly  or  Indirectly,  to  all  broker-dealers 
and  financial  institutions. 

All  broker-dealers  and  financial  insti¬ 
tutions  should  have  access  to  the  Na¬ 
tional  System.®  Because  most  transac¬ 
tions  in  active  issues  would  be  processed 
through  the  National  System,  any  brok¬ 
er-dealer  or  financial  institution  exclud¬ 
ed  from  participation  would  be  at  a  sig¬ 
nificant  competitive  disadvantage. 

Broad  access  could  be  achieved  by  the 
establishment  of  standards  for  direct  ac¬ 
cess  to  the  components  of  the  National 
System  that  were  the  least  rigorous  pos¬ 
sible  consistent  with  the  existence  of  ade¬ 
quate  financial  and  operational  safe- 


Section  7  of  the  Securities  Acts  Amend¬ 
ments  of  1976  added  a  new  Section  llA  to 
the  Act  which,  in  paragraph  11 A  (a)  (2),  pro¬ 
vides  that  the  Commission  will  designate  by 
rule  the  securities  or  classes  of  securities 
qualified  for  trading  ip  the  national  market 
system.  Although  all  securities’  Issues  desig¬ 
nated  by  the  Commission  should  be  eligible 
for  clearance  through  the  National  System, 
not  all  of  them  would  necessarily  be  appro¬ 
priate  for  inclusion  in  the  book  entry  portion 
of  the  System. 

“The  term  “financial  Institutions”  is  in¬ 
tended  to  Include  banks;  insurance  com¬ 
panies;  investment  companies;  clearing  agen¬ 
cies;  and  any  other  entity  (whether  an  or¬ 
ganization  or  an  individual)  which  (i)  satis¬ 
fies  financial  responsibility  criteria,  (il) 
makes  the  requisite  clearing  fund  and  par¬ 
ticipant  fimd  contributions  to  the  National 
System,  and  (111)  has  the  operational  eap- 
ability  to  interface  and  reconcile  with  the 
National  System. 
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guards.  For  ^example,  in  the  case  of 
broker-dealer  participants  the  standard 
could  be  tied  to  the  Commission’s  finan¬ 
cial  responsibility  rules  in  a  way  which 
would  permit  participation  in  the  Na¬ 
tional  System  by  any  broker-dealer 
qualified  to  engage  in  a  general  securities 
business.  Alternatively,  assuming  estab¬ 
lishment  of  a  standard  for  participation 
in  the  National  System  more  rigorous 
than  the  standard  for  participation  in  a 
general  securities  business,  indirect  ac¬ 
cess,  Uirough  correspond«it  relationships 
or  by  other  means,  should  be  available  at 
a  reasonable  cost. 

The  ability  of  each  participant  in  the  Na¬ 
tional  System  to  compare,  account  for  and 
settle  through  one  entity  all  trades  In  se¬ 
curities  included  in  the  Natlcmal  System,  re¬ 
gardless  ot  the  location  of  the  other  party 
to  the  trade  or  the  market  in  which  the  trade 
is  executed. 

Although  the  National  System  would 
include  a  numbo'  of  different  clearing 
and  settlement  and  depository  entities, 
it  should  not  be  necessary  for  any  par¬ 
ticipant  to  be  a  member  of,  or  deal  with 
or  through,  either  directly  or  through  a 
correspondent,  more  than  one  clearing 
and  settlement  and  one  depository  en¬ 
tity.  In  addition  to  the  need  for  inter¬ 
faces  between  clearing  and  settlement 
entities  and  for  Interfaces  between  de¬ 
positories,  each  clearing  and  settlement 
entity  should  be  linked  to  a  depository 
so  tlmt  deliveries  to,  and  receipts  from, 
the  clearing  and  settlement  entity  may 
be  made  through  the  depository  by  book 
entry. 

The  book  entry  clearing  components  of 
the  Natkmal  System  should  have  the  fol¬ 
lowing  characteristics:  (1)  an  accounting 
function  which  nets  participants’  securi¬ 
ties  positions  da^  and  permits  netted 
positions  to  be  carried  forward  smd 
netted  against  positions  estaUished  on 
subsequent  days  (“continuous  netting’’) ; 
(ii)  a  trade  guarantee  as  of  settlement 
date;  ”  (ill)  mark-to-the-market  protec¬ 
tion  from  settlement  date  onward;  **  (Iv) 
one  clearing  positicm  per  issue  for  each 
participant;  (v)  a  link  between  the  con¬ 
tinuous  netting  system  and  a  depository 
to  make  possible  automatic  book  entry 
d^very  to  satisfy  short  valued  posi¬ 
tions  “  in  the  continuous  netting  system 
and  to  permit  deliveries  to,  and  receipts 
from,  the  continuous  netting  system  at 


» (Tonslderation  sbotUd  be  given  at  a  later 
time  to  having  continuous  netting  systems 
guarantee  trades  as  of  trade  date  and  to  hav¬ 
ing  marfc-to-the  -market  protection  available 
from  trade  date  onwards. 

■*A  “mark-to-the-market”  payment  Is  the 
amount  required  by  a  clearing  system  from 
any  party  to  a  trade  guaranteed  by  the  system 
who  becomes  a  potenUal  net  obligor  of  the 
system  because  the  market  price  of  the  secu¬ 
rities  Involved  In  the  clearing  transactions 
moves  away  from  the  contract  price  for  the 
clearing  transaction. 

win  continuous  netting  systems,  settle¬ 
ment  obligations  run  prlmarUy  between  each 
participant  and  the  systems  which,  on  settle¬ 
ment  day.  generate  net  obligations  to  deUver 
sectultles  to  the  system  against  payment 
(“short- valued  positions”)  or  to  receive  se¬ 
curities  from  the  system  and  make  payment 
for  them  (“long-valued  positions") . 


various  remote  locatioiis;  and  (vi)  a 
same-day  turnaround  capability  for  both 
securities  received  by  a  particUiant  from 
the  continuous  netting  sirstrai  and  secu¬ 
rities  delivered  to  a  participant  which  the 
participant  wishes  to  re-deliver  to  the 
continuous  netting  system. 

The  non-book  entry  clearing  portion  of 
the  National  System,  which  could  in¬ 
clude  low-volume  clearing  operations," 
should  guarantee  transactions  as  of,  and 
mark  them  to  the  market  from,  settle¬ 
ment  date.  In  addition,  subject  to  the 
limitations  of  certificate  as  opposed  to 
book  entry  settlement,  "  same-day  turn¬ 
around  should  be  available  for  securities 
settled  through  the  non-book  entry  por¬ 
tion  of  the  System. 

The  National  System  would  permit 
participants  to  elect  to  use  aU,  or  only  a 
porticoi  of,  the  System’s  clearing  and  set¬ 
tlement  services.  Accordingly,  whUe  a 
participant  should  be  able  to  compare," 
account  for"  and  settle  all  his  trades 
through  one  clearing  entity  regardless  of 
the  location  of  the  other  party  to  the 
trade  or  the  maiket  in  which  the  trade 
was  executed,"  the  participant  should  be 
able  to  (i)  cc«npare  trades  through  the 
clearing  entity  affliated  with  the  mar¬ 
ketplace  in  which  the  trade  was  executed 
and  direct  delivery  of  the  compared  trade 
to  the  clearing  entity  the  participant 
selects  to  perform  the  accounting  opera¬ 
tion  and  (ii)  direct  delivery  of  the  securi¬ 
ties’  settlement  instructions  generated  by 
the  accounting  operation  to  the  deposi¬ 
tory  entity  the  participant  elects  to  use 
for  securities’  settlement.  While  broker- 
dealers  have  indicated  that  their  present 
need  to  deal  with  several  securities  mar¬ 
ketplaces  would  require  the  National 

w  The  non -book  entry  clecu'lng  components 
of  the  National  System  presumably  would 
be  low-volume  operations  and  could  use  con¬ 
tinuous  netting,  daUy  balance  order,  trade- 
by-trade  or  any  other  viable  clearing  system 
which  would  produce,  receive  and  deliver  In¬ 
structions. 

”  The  same-day  turnaround  capacity  of  the 
System  should  be  limited  only  by  the  location 
at  which  deposits  and  withdrawals  are  made 
and  by  transfer  agent  turnaround  times.  Ac¬ 
cordingly,  turnaround  time  could  vary  de¬ 
pending  on  whether  the  deposit  or  with¬ 
drawal  were  In-town  or  at  a  remote  location 
and  on  whether  the  transfer  agent  Involved 
were  In-town  or  out-of-town. 

*The  comparison  functlcm  Is  the  process 
by  which  participants  In  the  securities  nuurk- 
ets  reach  agreement  as  to  the  existence  and 
terms  of  trades  made  In  the  marketplace; 
comparison  culminates  In  the  production  and 
submission  to  the  accounting  operation  of 
contract  lists  representing  transactions 
which  have  been  confirmed  by  both  parties. 

»The  accounting  function  is  the  process 
which  generates  the  money  and  securities 
settlement  obligations  of  partlclpcuits  In 
clearing  corporations.  In  continuous  netting 
and  dally  balance  order  accounting  systems 
the  process  generates  net  positions  to  be 
received  or  delivered  and  thereby  minimizes 
the  required  number  of  securities  settle¬ 
ments;  In  other  accounting  systems,  such  as 
trade-by-trade  systems,  the  process  does  not 
generate  net  obligations. 

*>One  method  for  accomplishing  oomparl- 
son  of  all  trades  through  one  entity  would  be 
to  have  each  clearing  entity  act  as  agent  for 
Its  participants  In  every  marketplace  in 
which  they  execute  trades. 


System  to  provide  the  ability  to  direct 
delivery  ot  compared  trades  to  a  clearing 
entity  other  than  the  one  which  performs 
the  oomparis<Mi,  broker-dealers  have  not 
insisted  that  the  National  System  include 
an  ability  to  direct  delivery  of  securities’ 
settlement  Instructions  to  a  depository 
other  than  the  one  linked  to  the  clear¬ 
ing  entity  which  generated  the  instruc¬ 
tions.  N(metheless,  because  of  the  possi¬ 
bility  of  competitive  innovation  at  the 
depository  level — including  development 
of  *a  TAD  system — the  Commission  be¬ 
lieves  the  National  System  should  have 
the  flexibility  to  permit  development  of 
an  ability  to  direct  delivery  of  securities’ 
settlement  instructions  to  any  depository 
Mitity. 

The  abUity  of  each  participant  In  the  Na¬ 
tional  System  to  deposit  and  maintain  its  * 
securities  in  a  custodial  account  at  the  de¬ 
pository  level  which  makes  possible  book  en¬ 
try  movements  (1)  between  participants,  (11) 
to  settle  participants'  clearing  obligations, 
(111)  to  effect  pledges  and  (Iv)  to  perform 
other  functions  which  may  be  effected  by 
bo(^  entry. 

fflie  depository  piortion  of  the  National 
System  should  be  related  to  the  book  en¬ 
try  clearing  components  of  the  System  so 
as  to  make  possible  the  settlement  by 
book  entry  of  all  deliveries  between  the 
participants  and  the  clearing  cwnpo- 
nents  of  the  System.  Furthermore,  the 
depository  portion  of  the  System  should 
permit  participants  to  deposit  or  with¬ 
draw  securities  from  the  system  through¬ 
out  the  country." 

nie  depository  portion  ot  the  National 
Syst^n  should  have  the  following  ca¬ 
pabilities:  (i)  ability  of  a  participant  to 
make  valued  and  free  securities  d^v^ies 
by  book  entry;  (ii)  dividend  and  proxy 
protection  for  securities  left  on  deposit; 
(ill)  facilities  for  the  deposit  and  with¬ 
drawal  of  securities  at  locations  remote 
from  the  central  depository;  "  and  (iv)  a 
same-day  turnaround  capability  for  (A) 
free  or  valued  book  entry  deliveries  to  a 
pEuticipant’s  depository  account  from  Uie 
clearing  portion  of  the  S3^tem,  (B)  free 
or  valued  book  entry  deliveries  to  a  par¬ 
ticipant’s  d^xisitory  account  through  the 
depository,  and  (C)  deposits  to  a  partic¬ 
ipant’s  depository  account. 

The  depository  piortlon  of  the  System 
should  have  the  capability  to  perform  alf 
securities  processing  functions  which 
may  be  effected  by  book  entry.  To  date, 
and  without  foreclosing  the  possibility 
that  additional  functions  wUl  be  devel- 

”In  the  National  System  each  clearing 
entity  should  be  related  directly  to  a  depos¬ 
itory  through  which  deliveries  and  receipts 
could  be  made  and  which.  In  turn,  would  be 
Interfaced  with  depositories  attached  to  the 
other  clearing  entitles  In  the  System.  Be¬ 
cause  the  alternative — a  link  between  each 
clearing  entity  and  each  depository  in  the 
System — ^woiild  iq>pear,  at  the  present  time, 
to  pose  significant  communications  problems, 
a  participant  In  the  National  System  would 
not  necessarily  have  or  need  access  to  more 
than  one  depository.  As  long  as  aU  deposi¬ 
tories  are  interfaced,  a  participant  would  be 
able  to  relate  to  the  entire  depository  net¬ 
work  by  relating  to  one  d^>osltory. 

*2  Each  central  depository  presumably 
would  have  to  have  a  cfq>illary  network  of 
deposit  and  withdrawal  facilities. 
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oped,  these  include  free  and  valued  move¬ 
ments  of  securities,  movements  to  effect 
pieces  and  loans  of  securities,  expedited 
withdrawals  of  certificates,  withdrawals 
of  certificates  in  street  name  ”  and  With¬ 
drawals  of  certificates  in  registered  form. 

The  depository  portion  of  the  Na¬ 
tional  System  should  be  designed  to  be 
c<»npatible  with  TAOs,  transfer  agent 
custodian  (“TAC")  programs,**  and  other 
developments  In  the  transfer  agent  area 
which  have  the  effect  of  reducing  certifi¬ 
cate  movement. 

The  ability  of  each  participant  in  a  Na¬ 
tional  System  to  make  a  single  dally  money 
settlement,  for  both  clearing  obligations  and 
depoelt(H7-related  movements.  In  funds 
valued  the  next  day. 

Each  participant  should  be  able  to 
make  one  daily  m(mey  settlement.  In 
funds  valued  the  next  day,  which  would 
satisfy  all  the  participant’s  obligations  to 
the  National  System  for  that  day,  includ¬ 
ing  monies  due  to  or  from  the  clearing 
pmtion  of  the  System,  marks  to  the 
market,  state  transfer  taxes,  dividend  ad¬ 
justments,  and  amounts  payable  with 
reflect  to  valued  depository  movements. 

Currently  fimds  valued  the  next  day 
are  virtually  uniformly  used  In  the  settle¬ 
ment  of  securities  transactions,  and  It 
appears  that  In  the  near  future  no  other 
medium  of  payment  will  be  used.**  Should 
new  developments,  such  as  autcunated 
funds  transfer  techniques,  make  desir¬ 
able  the  use  of  other  media,  the  appro¬ 
priateness  of  establishing  another  uni¬ 
form  medium  should  be  considered. 

The  avaUablllty  In  the  book  entry  environ¬ 
ment  of  same-day  tumareund  capability  at 
both  the  clearing  cosporatlon  and  depository 
levels. 

The  ability  to  re-d^ver  securities  on 
the  day  on  which  ttiey  are  received — 
same-day  turnaround — is  critical  to 
broker-dealers.  If  a  broker-dealer  re¬ 
ceives  and  pays  for  securities  which  are 


•Currently  the  time  necessary  to  complete 
the  transfer  proeeea  has  led  to  a  practice 
of  withdrawing  from  a  depository  certificates 
registered  In  the  name  of  the  depository  or 
of  a  depositing  broker,  executed  in  a  form  or 
accompanied  by  documents  which  make  the 
certificates  negotiable.  This  ciq>abillty  Is 
necessary  to  permit  delivery  on  a  same-day 
basis  to  Institutions  and  others  which  make 
payment  only  against  receipt  of  physical 
secmltles.  Presumably,  participation  of  more 
Institutions  In  depositories  wlU  deduce  the 
importance  of  an  expedited  certificate  with¬ 
drawal  capability. 

•In  a  TAC  arrangement  the  depository 
maintains  all  but  a  working  supply  of  cer¬ 
tificates  of  an  issue  with  the  transfer  agent 
custodian  In  the  form  of  a  balance  certifi¬ 
cate.  As  the  need  tor  certificates  In  the  de¬ 
pository  changes,  the  dei>08itory  adjusts  Its 
In-house  inventory  by  Increasing  or  decreas¬ 
ing  the  number  of  shares  held  In-house  In 
nominee  name  and  correspondingly  decreas¬ 
ing  or  increasing  the  number  of  Shares  held 
by  the  transfw  agent.  Appropriate  shipments 
of  certificates  between  the  depository  and 
transfer  agent  are  made  in  connection  with 
the  adjustments. 

■*  m  197S.  the  Chicago  financial  com¬ 
munity,  the  majcsr  financial  center  operating 
primarily  on  a  Pederal  Ponds  standard. 
ewlt<flied  to  a  foods  valued  the  next  day 
standard. 


to  b«  redelivered  against  payment, 
failure  to  effect  redellvery  on  the  day  on 
which  the  securities  are  received  requires 
the  broker-dealer  to  hold  the  securities  in 
Inventory  until  the  next  day.  In  order  to 
maintain  the  securities  in  inventory  dur¬ 
ing  this  period,  the  br<*er-dealer  usual¬ 
ly  obtains  bank  financing.  Accordingly, 
the  availability  in  a  National  System  of 
same-day  turnaround  at  the  clearing 
and  depository  levels,  would  enable 
br(Aer-dealers  to  reduce  unecessary  in-  . 
terest  charges. 

The  failure  of  many  financial  institu¬ 
tions  to  participate  in  book  entry  en¬ 
vironment  necessitates  certificate  de¬ 
liveries  by  brricer-dealers,  a  procedure 
which  frequently  entails  substantial  de¬ 
lays'*  and  which  withdraws  securities 
from  the  bo<*  entry  environment,  there¬ 
by  reducing  the  opportunity  for  multiple 
same-day  tmmaround.  Consequently,  it 
appears  that  this  failure  to  participate, 
rather  than  technological  limitations, 
would  be  the  primary  Impediment  to  the 
ability  of  participants  in  a  National 
System  to  achieve  sameday  tumaroimd. 

To  maximize  the  same-day  turn¬ 
around  capability  of  the  National  Sys¬ 
tem,  the  largest  possible  universe  of 
securities  handlers  should  participate  in 
a  book  entry  environment  at  both  the 
clearing  and  depository  levels.”  While 
participation  at  the  depository  level 
would  permit  Ixx^eeping  deliveries  in 
all  cases  and  thereby  at  least  bring 
securities  handlers  into  the  book  entry 
environment,  the  failure  to  include  par¬ 
ticipants  at  the  clearing  level  would  re¬ 
sult  in  bO(^  entry  movements  at  the  de¬ 
pository  level  which  would  not  have  been 
necessary  had  the  underlying  transac¬ 
tions  been  netted  in  the  elearing  corpora¬ 
tion  operation.  Assuming  that  imneees- 
sary  movements  have  a  cost,  participa¬ 
tion  in  the  National  System  at  the  de¬ 
pository  level  only  may  prove  sufBciently 
expensive  to  impel  secures  handlers  to 
participate  at  the  clearing  level  alsa** 

Should  same-day  tumsuroimd  bec(Hne 
generally  available  on  a  real-time  bai^ 
so  that  a  participant  with  a  terminal  in 
his  ofBce  could  know  the  moment  securi¬ 
ties  deliveries  reach  his  account  and 
could  redeliver  them  by  book  entry 
movements  initiated  with  a  termlntd- 


**  Iiistltutional  certificate  deliveries  have  to 
be  made  in  "good  deliverable  form"  (in  a 
form,  or  accomptmled  by,  documentation 
which  enables  the  recipient  to  have  the 
securities  transferred  into  its  name)  or 
registered  In  the  name  of  the  recipient;  In 
the  course  of  effecting  such  deliveries  delays 
arise  from  the  loss,  omission  or  inapproprlat- 
ness  of  documentation  accompanying  certif¬ 
icates.  the  unavaUabllity  of  appropriate 
certificate  denominations,  late  receipt  of 
certificates  slated  for  re-delivery,  transfer 
agent  tumaroimd  times  and  mte-deliverles. 

”  Currently,  a  number  of  banks  pcurticipate 
in  clearing,  settlement  and  depository  sys¬ 
tems  at  the  depository  level  only. 

•Of  course,  to  the  exteixt  that  clearing 
and  depository  levels  can  be  linked  so  that 
participation  in  the  latter  tends  to  facUltate 
participation  in  the  former  and  entails  no 
additi<mal  exposure  for  a  participant,  tt  Is 
likely  that  depository  parUcipants  increas¬ 
ingly  would  seek  the  advantages  of  participa¬ 
tion  at  both  levels. 


originated  instruction,  the  nature  of 
clearing  and  settlement  would  change 
radically.  In  such  an  environment,  clear¬ 
ing  and  settlement  would  occur  inatanta- 
neously  and  could  be  completed  by  the 
evening  of  the  day  (m  which  cirniparison 
of  the  underl3ring  transacti(m  were  com¬ 
pleted.  And,  if  c(xnparison  could  be  c(Hn- 
pleted  on  the  transaction  date,  it  would 
be  possible  to  complete  the  entire  cmn- 
parison,  clearing  and  settlement  pro¬ 
cess  within  24  hours  of  the  time  the 
transaction  occurred. 

The  NSCC  Application  and  the  National 
System 

The  NSCC  application  is  a  concrete 
proposal  for  a  series  of  actions  which  in 
the  near  future  would  secure  many  of  the 
advantages  of  a  National  System  for 
broker-dealers  located  in  New  Yorti  City 
and  for  a  large  segment  of  the  broker- 
dealer  community  located  oub^de  the 
City. 

Participants  in  NSCC  and  participants 
in  clearing  corporations  interfaced  with 
NSCC  would  have  available  one  account 
clearing  and  settlement  for  Amex,  NYSE 
and  OTC  transactions  and  transactions 
on  other  national  securities  exchanges. 
Comparison  would  operate  somewhat  dif¬ 
ferently.  The  availability  of  comparison 
for  Amex,  NYSE  and  OTC  issues  through 
NSCC.  initially  for  its  New  York  City- 
based  participants  and  ultimately  for  all 
NSCC’s  pai^cipants,  would  provide 
comparison,  clearing  and  settlement  for  ^ 
Amex,  NYSE  and  OTC  transactions 
through  one  account  but  would  not  make 
provision  for  comparison  through  the 
same  accmmt  of  tvades  on  other  national 
securities  exchanges. 

From  the  outset  of  NSCC  integrated 
operations  (Phase  n),  NSCC  partici¬ 
pants  located  outside  New  Ycurk  City 
would  have  available  many  of  the  op¬ 
tions  for  processing  Amex  and  NYSE 
transactions  which  today  are  generally 
available  only  to  New  York  (^^-based 
broker-dealers.  With  the  avaflabllity  of 
Amex  and  NYSE  comparison  through 
the  NSCC  branch  network,  NSCC  par¬ 
ticipants  located  outside  New  Yoik  City 
would  have  available  virtually  all  the 
NSCC  processing  options  available  to 
New  York  City-based  broker-dealers. 

In  addition,  the  NSCC  operation  would 
afford  its  participants  the  benefits  of  a 
book  entry  environment  which  would  in¬ 
clude  all  issues  currently  included  in  de¬ 
pository  book  entry  systems;  provide  an 
envelope  delivery  network;  be  accessible 
to  qualified  entities;  enable  participants 
to  settle  continuous  netting  delivery 
obligations  through,  and  otherwise  use,  a 
full-service  secmdties  depository;  pro¬ 
vide  a  single  daily  money  settlement  for 
items  included  in  the  NSCC  operation; 
and  permit  same-day  turnaround  at  both 
the  clearing  corporation  and  depository 
levels. 

Proposed  Conditions  to  Approval 

Despite  the  benefits  which  NSCC’s  ap¬ 
plication  promises,  there  are  aspects  of 
its  proposed  operation  which  may  not  be 
consistent  with  the  objective  of  a  Na¬ 
tional  System  in  which  broker-dealCTS 
located  throughout  the  United  States 
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may  achieve  one  account  processing 
through  any  one  of  a  number  of  regis¬ 
tered  clearing  corporations.  Also,  it  is 
possible  that  approval  of  NSCC’s  appli¬ 
cation  without  conditions  would  have 
adverse  effects  on  competition  among 
clearing  agencies.  Accordingly,  the  Com¬ 
mission  is  considering  approving  NSCC’s 
application  subject  to  the  satisfaction  by 
Nl^C  of  the  following  four  conditions 
prior  to  NSCC’s  initiation  of  integrated 
clearing  operations  in  Phase  n. 

The  Commission  beliCT'es  that  the  con¬ 
ditions  will  encourage  the  development 
of  one  account  settlement  earlier,  and 
will  result  in  dissemination  of  NSCC’s 
benefits  to  a  wider  group  of  broker- 
dealers,  than  contemplated  by  the  ap¬ 
plication.  The  Commission  believes  that 
the  conditions  will  reduce  competitive 
disadvantages  which  certain  broker- 
dealers  have  experienced  as  a  result  of 
existing  securities  processing  practices. 
In  addition,  the  Commission  believes  that 
by  breaking  the  direct  link  between  the 
comparison  of  Amex  and  NTSE  trades 
and  the  clearing  and  settlement  of  com¬ 
pared  Amex  and  NYSE  trades,  the  condi¬ 
tions  will  create  an  environment  in 
which  competition  among  clearing  agen¬ 
cies  is  free  to  develop. 

(1)  That  N8CC  establish  full  interfaces 
with  each  of  MCC,  PCC  and  SCXIP  and  ap¬ 
propriate  links  with  BSECC  and  TAODC  and 
offer  to  operate  each  interface  and  link  under 
agreements  which  would  provide  that  the 
parties  to  the  Interface  or  link  would  not 
charge  each  other  for  Interface  movements 
or  charge  their  participants  either  an  Inter¬ 
face  fee  or  any  fee  which  would  operate  as 
an  Interface  fee. 

Hie  r^uirement  that  NSCC  offer  to 
<H>erate  interfaces  under  agreCTients  pro¬ 
viding  that  the  parties  to  the  interfaces 
would  neither  charge  each  other  nor 
their  participants  an  Interface  fee  is  es¬ 
sential  initially  to  the  vlabiUty  of  inter- 
faces  and  to  their  ^ectiveness  as  a 
method  of  preserving  competition  among 
clearing  c<xTX>ratlons.  While  imposition 
of  this  condition  would  require  the  Com¬ 
mission  to  monitor  comparison  and  other 
fees  charged  by  NSCC  and  clearing  cm-- 
poratlons  interfacing  with  it  to  insure 
that  hidden  interface  fees  were  not  as¬ 
sessed,  the  effect  of  the  condition  would 
be  to  enable  a  broker-dealer  to  obtain  all 
compared  trades  at  cost  and  to  direct 
th»n  to  the  clearing  cmporation  in 
which  the  broker-deal^  riiooses  to  set¬ 
tle.  As  long  as  the  fees  charged  by  NSCC 
do  not.  discourage  a  broker-dealer  from 
forwarding  c(Hnpared  trades  to  other 
clearing  corporations,  the  brok^-deal- 
er’s  determination  of  which  clearing  cor¬ 
poration  to  use  for  accounting  and  set¬ 
tlement  presmnably  will  be  based  on  the 
services  provided  and  fees  charged  by 
clearing  cmporations  for  performing  ac¬ 
counting  and  settlement. 


Non-imposition  of  interface  charges 
may  be  inappropriate  for  interfaces  be¬ 
tween  entities  other  ttum  clearing  cor~ 
porations  and  may  prove  Inapfmoprlate 
for  links  between  clearing  emigrations 
and  entities  performing  operatUms  other 
than  comparison  and  accounting.  More¬ 
over,  the  appropriateness  of  charging  fees 
for  interfaces  between  clearing  empora- 
tions  should  be  reassessed  periodically  in 
the  light  of  changing  circumstances. 

(li)  That  NSCC  provide,  at  cost,  efiBcient 
facilities,  and  cooperate  with  broker-deal¬ 
ers  and  other  registered  clearing  agencies  in 
the  development  of  alternative  means, 
through  which  broker-dealers  which  do  not 
maintain  offices  In  New  York  City  may,  either 
directly  or  through  an  agent,  cesnpare  trans¬ 
actions  compared  by  NSCC; 

This  condition  would  enable  NSCC 
participants  located  outside  New  Tm-k 
City  and  broker-dealers  who  are  not 
NSCC  participants  to  effect  comparison 
through  (i)  whatever  entity  or  means 
they  use  to  effect  clearing  and  settle- 
mmit,  (il)  a  cost-priced,  direct  mail 
clearing  mieraticm  offering  a  separate 
emnparison  service,  or  (iii)  a  remote 
communication  arrangement.  As  a  result, 
broker-dealers  who  trade  on  the  Amex 
and  NYSE  but  do  not  have  their  process¬ 
ing  operation  in  New  York  City  would 
obtain  the  benefits  ot  one  account  pro¬ 
cessing.  NSCC’s  provision  of  remote  emn- 
parison  arrangements  presumably  would 
induce  regional  clearing  corporatlmis  to 
adopt  a  similar  policy  so  that  thrir  par¬ 
ticipants  would  not  be  required  to  re¬ 
late  to  more  than  one  entity  for  per¬ 
formance  of  cmnpariscHi,  clearing  and 
settlement  functions. 

(ill)  That  the  existing  NCC  branch  facili¬ 
ties  be  operated  by  NSCC  and  provide,  at  a 
minimum,  the  same  level  of  service  pro- 
poeed  to  be  provided  through  the  facilities  to 
NSCC  participants  to  participants  in  any 
other  registered  clearing  agency  which  agrees 
to  use  any  of  the  facilities  and  to  defray  a 
portion  of  any  such  facility’s  operating  costs 
equal  to  the  clearing  corporation’s  propor¬ 
tionate  use  of  the  facility. 

By  providing  that  the  current  NCC 
branch'  network  would  be  malntalnd  by 
NSCC  and  would-be  available  as  a  com- 
mmUcations  link  between  the  broker- 
dealers  located  near  the  branch  facili¬ 
ties  and  any  clearing  corporation  which 
chose  to  establish  a  link  with  one  or 
more  of  the  branch  faculties,  the  third 
condition  would  potentially  provide 
clearing  corporations  with  a  branch  net¬ 
work.  Of  course,  since  no  regional  clear¬ 
ing  corporation  would  be  oUigated  to  use 
any  given  facility,  any  clearing  corpora¬ 
tion  which  beUeved  that  NSCC’s  iwovl- 
sion  of  services  was  Inadequate  could 
establish  its  own  facility. 

(It)  Th&t  NSCC  himlsh  free  of  charge 
computer  programs  for  the  performance  of 
trade  comparison  for  over-the-counter 


("OTC”)  transactions  to  any  registered  clear¬ 
ing  agency  which  intends  to  use  the  programs 
to  compare  OTC  transactions  between  its 
participants  and  that  NSCC  make  arrange¬ 
ments  for  any  other  registered  clearing 
agency  which  Is  willing  to  do  so  to  compare 
all  OTC  transactions  between  participants  in 
different  registered  clearing  agencies,  free  of 
charge  to  registered  clearing  agencies,  ch-,  if 
no  other  registered  clearing  agency  is  willing 
to  do  so,  NSCC  compare  all  such  transaettoms 
free  of  charge  to  registered  clearing  agencies 

_  Currently,  NCXJ  pierforms  trade  com¬ 
parison  for  approximately  95  percent  of 
O’TC  transactions  and  PCC  performs 
trade  comparison  for  the  remainder.  Un¬ 
der  the  proposed  condition,  any  clearing 
agency  which  chose  to  do  so  would  be 
able  to  obtain  NCC’s  comparison  pro¬ 
gram  from  NSCC  to  perform  comparison 
for  O’TC  transactims  between  its  mem¬ 
bers,  and  a  clearing  corporation  other 
than  NSCC  would  perform  comparison 
for  OTC  transactions  between  partici¬ 
pants  in  different  clearing  corpiorations 
free  of  charge  to  other  registered  clearing 
agencies.  Should  no  registered  clearing 
agency  other  than  NSCC  be  prQ>ared  to 
perform  the  comparison  free  of  charge. 
NSCC  would  be  required  to  do  so  free  of 
charge  to  other  registered  clearing 
agencies. 

If  the  Commission  approves  NSCC’s 
application,  the  Commission  would  moni¬ 
tor  NSCC’s  compliance  with  the  fore¬ 
going  conditions  to  Insure  that  they  are 
satisfied  prior  to  NSCC’s  initiation  of  in¬ 
tegrated  operations  in  Phase  n.  Follow¬ 
ing  Implementation  of  Phase  n,  the  Com¬ 
mission  would  monitor  the  impact  of 
NSCC’s  operations  on,  and  ccHnpetition 
among,  bn^er-dealers  and  registered 
clearing  agencies. 

While  the  Commission  is  considering 
approving  NSCC’s  i4>PUcAtion  subject  to 
the  conditions  describe  above,  in  view  of 
the  complexity  of  the  matters  to  which 
the  conditions  pertain,  the  Commission 
would  like  to  receive  pubUc  comment  on 
whether  the  conditions  should  be 
changed,  added  to  or  modified.  Because 
the  Commission  desires  to  complete  ac- 
tkm  on  NSCC’s  applicatimi  at  the  earliest 
possible  date,  the  Commission  requests' 
that  aU  comments  be  submitted  no  later 
than  November  19,  1976. 

For  good  cause,  and  in  order  to  obtain 
public  comment  on  the  four  proposed 
conditions  to  e^proval  of  NSCC’s  appli¬ 
cation  for  registration,  the  Commission 
is  extending  imtO  November  29,  1976  the 
time  for  conclusion  of  the  proceedings 
instituted  on  May  28, 1976,  in  connection 
with  NSCC’s  application. 

By  the  Commission. 

George  A.  Fitzimhons, 
Secrete^. 
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